
Some more questions designed to indicate the level of detail needed in the
exam.

1. Write down a VAR(4) model as a VAR(1) in an extended state vector.

2. Explain the identification problem with reference to a comparison of a
reduced form VAR(1) and a related structural model.

3. Explain how this identification problem would be resolved by the use of
the Cholesky decomposition. In particular, explain how to identify a monetary
policy shock in a VAR with inflation, output and interest rates, and comment
on the applicability of this technique in this example.

4. Describe very briefly, in a few sentences, a paper that uses the Cholesky
factorisation for identification, and comment on it.

5. Explain using this same VAR(1) how to identify the shock using long
run restrictions, using, equivalently, the moving average representation of the
VAR, or the expression that gives the impulse response to a shock at the infinite
horizon.

6. Describe briefly a paper that uses these restrictions. What are the costs
and benefits of these restrictions?

7. Explain what the ‘max share’method involves. How does it improve on
identification using long run restrictions? Comment on a paper that uses such
restrictions.

8. Explain how the identification problem in a VAR(1) can be resolved
using sign restricitions, with the aid of an example. By this I mean tell me
what variables you include in the VAR, and what sign restrictions you intend to
impose, and how, and on what grounds. Comment on a paper that uses such
restrictions.

9. Set out a two equation demand and supply system, explain the iden-
tification problem, and show using Rigobon’s method of ‘identification using
heteroskedasticity’ the identiciation problem is resolved. Explain the relation
to event study analysis. Comment on an example of a paper that uses this
method.

10. Write down an AR(1) and specify the unknown parameters to be esti-
mated. Derive Bayes Theorem with reference to two events, the event that we
observe the data, and the event that the parameters in this AR(1) take on par-
ticular values. Explain what Frequentists dispute regarding Bayes’Theorem.
Explain why Bayesian methods can be helpful in the context of estimating a
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VAR. Sketch a Gibbs Sampling algorithm to characterise the posterior of the
VARs unkowns.

11. Write down a VAR in the factors model, and a factor augmented VAR.
Give dynamic and static factor examples of each. Explain why factor modelling
is useful. Explain the identification problem in estimating the factors. How do
we overcome it? Explain how sign restriction identification would be modified
by, rather than estimating a VAR in the data, first estimating factors, and then
estimating a VAR in the factors. Summarise and comment on a paper that
deploys factors in a VAR. Explain the blessing of dimensionality. State the
problem that the estimated factors and factor loadings solve.

12. Write down a Cowles Cowles Commission style model in a small set of
observeables. Explain Sims’and Lucas’critique of these models briefly.
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